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Sec. 1.105-11 Self-insured nmedical reinbursenment plan

(a) In general. Under section 105(a), amounts received by an
enpl oyee through a self-insured nedical reinbursenent plan which are
attributable to contributions of the enployer, or are paid by the
enpl oyer, are included in the enployee's gross incone unless such
anounts are excludabl e under section 105(b). For amounts reinbursed to a
hi ghly conpensated individual to be fully excludable from such
i ndi vidual's gross income under section 105(b), the plan must satisfy
the requirenments of section 105(h) and this section. Section
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105(h) is not satisfied if the plan discrinm nates in favor of highly
conpensated individuals as to eligibility to participate or benefits.

All or a portion of the reinbursements or paynents on behal f of such

i ndi vi dual s under a discrimnatory plan are not excludable from gross

i nconme under section 105(b). However, benefits paid to participants who
are not highly conmpensated individuals my be excluded from gross i ncone
if the requirenents of section 105(b) are satisfied, even if the plan is
di scrimnatory.

(b) Self-insured nedical reinbursenent plan--(1) General rule--(i)
Definition. A self-insured medical reinbursement plan is a separate
written plan for the benefit of enpl oyees which provides for
rei mbursenent of enpl oyee nedi cal expenses referred to in section
105(b). A plan or arrangenent is self-insured unless reinbursenent is
provi ded under an individual or group policy of accident or health
i nsurance issued by a licensed i nsurance conmpany or under an arrangenent
in the nature of a prepaid health care plan that is regul ated under
federal or state law in a manner simlar to the regulation of insurance
conpani es. Thus, for exanple, a plan of a health maintenance
organi zati on, established under the Health Mi ntenance Organi zati on Act
of 1973, would qualify as a prepaid health care plan. In addition, this
section applies to a self-insured medical reinbursement plan, determ ned
in accordance with the rules of this section, maintai ned by an enpl oyee
organi zati on described in section 501(c)(9).

(ii) Shifting of risk. A plan underwitten by a policy of insurance
or a prepaid health care plan that does not involve the shifting of risk
to an unrelated third party is considered self-insured for purposes of
this section. Accordingly, a cost-plus policy or a policy which in
effect nerely provides adm nistrative or bookkeeping services is
considered self-insured for purposes of this section. However, a plan is
not considered self-insured nerely because one factor the insurer uses



in determining the premumis the enployer's prior clains experience.

(iii) Captive insurance conpany. A plan underwitten by a policy of
i nsurance issued by a captive insurance conpany is not considered self-

i nsured for purposes of this section if for the plan year the prem uns
pai d by compani es unrelated to the captive insurance conpany equal or
exceed 50 percent of the total prem uns received and the policy of
insurance is simlar to policies sold to such unrel ated conpani es.

(2) Oher rules. The rules of this section apply to a self-insured
portion of an enployer's nedical plan or arrangenment even if the plan is
in part underwritten by insurance. For exanple, if an enployer's nedica
pl an rei mburses enpl oyees for benefits not covered under the insured
portion of an overall plan, or for deductible anmounts under the insured
portions, such reinmbursenment is subject to the rules of this section
However, a plan which reinburses enpl oyees for prem unms paid under an
insured plan is not subject to this section. In addition, nedical
expense rei nbursements not described in the plan are not paid pursuant
to a plan for the benefit of enployees, and therefore are not excludable
fromgross i ncome under section 105(b). Such rei nmbursenents will not
affect the determ nation of whether or not a plan is discrimnnatory.

(c) Prohibited discrimnation--(1) In general. A self-insured
medi cal rei nbursenent plan does not satisfy the requirenents of section
105(h) and this paragraph for a plan year unless the plan satisfies
subparagraphs (2) and (3) of this paragraph. However, a plan does not
fail to satisfy the requirenments of this paragraph nmerely because
benefits under the plan are offset by benefits paid under a self-insured
or insured plan of the enployer or another enployer, or by benefits paid
under Medi care or other Federal or State law or simlar foreign law. A
self-insured plan may take into account the benefits provi ded under
anot her plan only to the extent that the type of benefit subject to
rei mbursenent is the sanme under both plans. For exanple, an anount
rei mbursed to an enpl oyee for a hospital expense under a nedical plan
mai nt ai ned by the enpl oyer of the enpl oyee's spouse nay be offset
agai nst the self-insured benefit where the self-insured plan covering
the enpl oyee provides the same type of hospital benefit.
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(2) Eligibility to participate--(i) Percentage test. A plan
satisfies the requirenments of this subparagraph if it benefits--

(A) Seventy percent or nore of all enployees, or

(B) Eighty percent or nore of all the enployees who are eligible to
benefit under the plan if 70 percent or nore of all enployees are
eligible to benefit under the plan.

(ii) Classification test. A plan satisfies the requirements of this
subparagraph if it benefits such enpl oyees as qualify under a
classification of enployees set up by the enployer which is found by the
I nternal Revenue Service not to be discrimnatory in favor of highly
conpensated individuals. In general, this deternmination will be made
based upon the facts and circunstances of each case, applying the sane
standards as are applied under section 410(b)(1)(B) (relating to
qual i fied pension, profit-sharing and stock bonus plans), w thout regard
to the special rules in section 401(a)(5) concerning eligibility to
parti ci pate.

(iii) Exclusion of certain enployees. Under section 105(h)(3), for
pur poses of this subparagraph (2), there may be excluded from
consi derati on:

(A) Enpl oyees who have not conpleted 3 years of service prior to the



begi nni ng of the plan year. For purposes of this section years of
service may be determ ned by any nethod that is reasonable and
consistent. A determination nade in the same manner as (and not
requiring service in excess of how) a year of service is determ ned
under section 410(a)(3) shall be deened to be reasonable. For purposes
of the 3-year rule, all of an enployee's years of service with the

enpl oyer prior to a separation fromservice are not taken into account.
For purposes of the 3-year rule, an enployee's years of service prior to
age 25, as a part-tine or seasonal enployee, as a nenber of a collective
bargaining unit, or as a nonresident alien, as each is described in this
subdi vi sion, are not excluded by reason of being so described from
counting towards satisfaction of the rule. In addition, if the enployer
is a predecessor enployer (determined in a manner consistent with
section 414(a)), service for such predecessor is treated as service for
t he enpl oyer.

(B) Enpl oyees who have not attai ned age 25 prior to the beginning of
the plan year.

(C Part-tinme enployees whose customary weekly enpl oynent is |ess
than 35 hours, if other enployees in sinmlar work with the same enpl oyer
(or, if no enployees of the enployer are in simlar work, in sinmlar
work in the same industry and | ocation) have substantially nore hours,
and seasonal enpl oyees whose customary annual enploynment is less than 9
months, if other enployees in simlar work with the sane enpl oyer (or
if no enployees of the enployer are in simlar work, in simlar work in
the sane industry and | ocation) have substantially nore nonths.

Not wi t hst andi ng the precedi ng sentence, any enpl oyee whose custonary
weekly enployment is |ess than 25 hours or any enpl oyee whose custonmary
annual enploynment is |less than 7 nonths may be considered as a part-tine
or seasonal enpl oyee

(D) Enpl oyees who are included in a unit of enployees covered by an
agreenent between enpl oyee representatives and one or nore enpl oyers
whi ch the Conm ssioner finds to be a collective bargai ning agreenent, if
accident and health benefits were the subject of good faith bargaining
bet ween such enpl oyee representati ves and such enpl oyer or enployers.
For purposes of determ ning whether such bargaining occurred, it is not
mat eri al that such enpl oyees are not covered by another nedical plan or
that the plan was not considered in such bargaining.

(E) Enpl oyees who are nonresident aliens and who receive no earned
income (within the neaning of section 911(b) and the regul ati ons
t hereunder) fromthe enpl oyer which constitutes income from sources
within the United States (within the nmeaning of section 861(a)(3) and
the regul ati ons thereunder).

(3) Nondiscrimnatory benefits--(i) In general. In general, benefits
subj ect to rei nbursenent under a plan nmust not discrimnate in favor of
hi ghly conpensated individuals. Plan benefits will not satisfy the

requi renents of this subparagraph unless all the benefits
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provi ded for participants who are highly conpensated individuals are
provided for all other participants. In addition, all the benefits

avail abl e for the dependents of enployees who are highly conpensated

i ndi vidual s nmust al so be available on the sane basis for the dependents
of all other enployees who are participants. A plan that provides
optional benefits to participants will be treated as providing a single
benefit with respect to the benefits covered by the option provided that
(A) all eligible participants may el ect any of the benefits covered by



the option and (B) there are either no required enpl oyee contributions
or the required enpl oyee contributions are the sane anount. This test is
applied to the benefits subject to rei mbursement under the plan rather
than the actual benefit paynents or clains under the plan. The presence
or absence of such discrimnation will be determ ned by considering the
type of benefit subject to reinbursenment provided highly conpensated

i ndi viduals, as well as the ampbunt of the benefit subject to

rei mbursenent. A plan may establish a maximumlinmt for the anount of

rei mbursenent which may be paid a participant for any single benefit, or
combi nation of benefits. However, any maximum linit attributable to

enpl oyer contributions nust be uniformfor all participants and for al
dependents of enpl oyees who are participants and nay not be nodified by
reason of a participant's age or years of service. In addition, if a
pl an covers enpl oyees who are highly conmpensated individuals, and the
type or the anmount of benefits subject to reinbursenent under the plan
are in proportion to enpl oyee conpensation, the plan discrinmnates as to
benefits.

(ii) Discrimnatory operation. Not only nust a plan not discrimnate
on its face in providing benefits in favor of highly conpensated
i ndi viduals, the plan also nust not discrimnate in favor of such
enpl oyees in actual operation. The determ nation of whether plan
benefits discrimnate in operation in favor of highly conpensated
i ndi vidual s is nade on the basis of the facts and circunstances of each
case. A plan is not considered discrimnatory nmerely because highly
conpensated individuals participating in the plan utilize a broad range
of plan benefits to a greater extent than do other enployees
participating in the plan. In addition, if a plan (or a particular
benefit provided by a plan) is term nated, the term nati on woul d cause
the plan benefits to be discrinmnatory if the duration of the plan (or
benefit) has the effect of discrimnating in favor of highly conpensated
i ndi viduals. Accordingly, the prohibited discrimnation may occur where
the duration of a particular benefit coincides with the period during
which a highly conpensated individual utilizes the benefit.

(iii) Retired enployees. To the extent that an enpl oyer provides
benefits under a self-insured nedical reinbursement plan to a retired
enpl oyee that woul d otherwi se be excludi ble fromgross incone under
section 105(b), determ ned without regard to section 105(h), such
benefits shall not be considered a discrimnatory benefit under this
par agraph (c). The precedi ng sentence shall not apply to a retired
enpl oyee who was a highly conpensated individual unless the type, and
the dollar limtations, of benefits provided retired enpl oyees who were
hi ghly conpensated individuals are the same for all other retired
participants. |If this subdivision applies to a retired participant, that
i ndi vidual is not considered an enpl oyee for purposes of determning the
hi ghest paid 25 percent of all enployees under paragraph (d) of this
section solely by reason of receiving such plan benefits.

(4) Multiple plans, etc.--(i) General rule. An enployer may
designate two or nore plans as constituting a single plan that is
i ntended to satisfy the requirements of section 105(h)(2) and paragraph
(c) of this section, in which case all plans so designated shall be
considered as a single plan in determ ni ng whether the requirenents of
such section are satisfied by each of the separate plans. A
deternmination that the conbination of plans so designated does not
satisfy such requirenents does not preclude a deternination that one or
nore of such plans, considered separately, satisfies such requirenents.
A single plan docunent may be utilized by an enployer for two or nore
separate plans provided that
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t he enpl oyer designates the plans that are to be considered separately
and the applicable provisions of each separate plan

(ii) Oher rules. If the designated conbi ned plan discrim nates as
to eligibility to participate or benefits, the amunt of excess
rei mbursenent will be determ ned under the rules of section 105(h)(7)
and paragraph (e) of this section by taking into account al
rei mbursenents nade under the conbi ned pl an.

(iii) HMO participants. For purposes of section 105(h)(2)(A) and
par agraph (c)(2) of this section, a self-insured plan will be deened to
benefit an enpl oyee who has enrolled in a health maintenance
organi zation (HMO that is offered on an optional basis by the enployer
in lieu of coverage under the self-insured plan if, with respect to that
enpl oyee, the enpl oyer's contributions to the HMO pl an equal or exceed
those that would be nade to the self-insured plan, and if the HMO pl an
is designated in accordance with subdivision (i) with the self-insured
plan as a single plan. For purposes of section 105(h) and this section,
except as provided in the precedi ng sentence, enployees covered by, and
benefits under, the HMO plan are not treated as part of the self-insured
pl an.

(d) Highly conpensated individuals defined. For purposes of section
105(h) and this section, the term " highly conpensated individual"'"’
means an individual who is--

(1) One of the 5 highest paid officers,

(2) A sharehol der who owns (with the application of section 318)
nore than 10 percent in value of the stock of the enployer, or

(3) Anpbng the highest paid 25 percent of all enpl oyees (including
the 5 highest paid officers, but not including enployees excl udable
under paragraph (c)(2)(iii) of this section who are not participants in
any self-insured nedical reinbursenent plan of the enployer, whether or
not designated as a single plan under paragraph (c)(4) of this section
or in a health maintenance organization plan).

The status of an enpl oyee as an officer or stockhol der is determ ned
with respect to a particular benefit on the basis of the enployee's
of ficer status or stock ownership at the tine during the plan year at
whi ch the benefit is provided. In calculating the highest paid 25
percent of all enployees, the nunber of enployees included will be
rounded to the next highest number. For exanple, if there are 5
enpl oyees, the top two are in the highest paid 25 percent. The |evel of
an enpl oyee's conpensation is determ ned on the basis of the enployee's
conpensation for the plan year. For purposes of the precedi ng sentence,
fiscal year plans nay determ ne enpl oyee conpensation on the basis of
the cal endar year ending within the plan year

(e) Excess reinmbursenment of highly conpensated individual--(1) In
general . For purposes of section 105(h) and this section, a
rei mbursenment paid to a highly conpensated individual is an excess
reimbursement if it is paid pursuant to a plan that fails to satisfy the
requi renments of paragraph (c)(2) or (c)(3) for the plan year. The anpunt
rei mbursed to a highly conpensated individual which constitutes an
excess reinmbursenent is not excludable from such individual's gross
i ncome under section 105(b).

(2) Discrimnatory benefit. In the case of a benefit available to
hi ghly conpensated individuals but not to all other participants (or
whi ch otherwi se discrimnates in favor of highly conpensated individuals



as opposed to other participants), the ambunt of excess rei nmbursenment
equal s the total amount reinbursed to the highly conpensated individua
with respect to the benefit.

(3) Discrimnatory coverage. In the case of benefits (other than
di scrimnatory benefits described in subparagraph (2)) paid to a highly
conpensat ed individual under a plan which fails to satisfy the
requi renents of paragraph (c)(2) relating to nondiscrimnation in
eligibility to participate, the amunt of excess reinbursenent is
determined by multiplying the total anount reinbursed to the individua
by a fraction. The nunerator of the fraction is the total anount
rei mbursed during that plan year to all highly conpensated individuals.
The denomi nator of the fraction is the total amount reinmbursed during
that plan year to all participants. In conmputing the fraction and
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the total amount reinbursed to the individual, discrimnatory benefits

descri bed in subparagraph (2) are not taken into account. Accordingly,
any anount which is included in income by reason of the benefit's not

being available to all other participants will not be taken into
account .
(4) Exanples. The provisions of this paragraph are illustrated by

the follow ng exanpl es:

Exanple (1). Corporation Mmaintains a self-insured nedica
rei mbursenent plan which covers all enployees. The plan provides the
following maximumlinmts on the anount of benefits subject to
rei mbursenent: $5,000 for officers and $1,000 for all other
participants. During a plan year Enployee A, one of the 5 highest paid
officers, received reinmbursements in the amount of $4,000. Because the
amount of benefits provided for highly conpensated individuals is not
provided for all other participants, the plan benefits are
di scrimnatory. Accordingly, Enployee A received an excess rei nmbursenent
of $3, 000 ($4, 000-%$1, 000) which constitutes a benefit available to
hi ghly conpensated individuals, but not to all other participants.

Exanmpl e (2). Corporation N maintains a self-insured nedica
rei mbursenent plan which covers all enployees. The plan provides a broad
range of medi cal benefits subject to reinbursenent for all participants.
However, only the 5 highest paid officers are entitled to denta
benefits. During the plan year Enployee B, one of the 5 highest paid
officers, received dental paynents under the plan in the amunt of $300.
Because dental benefits are provided for highly conpensated individuals,
and not for all other participants, the plan discrininates as to
benefits. Accordingly, Enployee B received an excess rei nbursenent in
t he amount of $300.

Exanmpl e (3). Corporation O maintains a self-insured nedica
rei mbursenment plan which discrimnates as to eligibility by covering
only the highest paid 40% of all enployees. Benefits subject to
rei mbursenment under the plan are the sane for all participants. During a
pl an year Enployee C, a highly conpensated individual, received benefits
in the amount of $1,000. The amount of excess rei nbursement paid
Enmpl oyee C during the plan year will be calculated by multiplying the
$1,000 by a fraction determ ned under subparagraph (3).

Exanmpl e (4). Corporation P maintains a self-insured nedica
rei mbursenent plan for its enployees. Benefits subject to rei nbursenent
under the plan are the same for all plan participants. However, the plan
fails the eligibility tests of section 105(h)(3)(A) and thereby



discrimnates as to eligibility. During the 1980 plan year Enployee D, a
hi ghl y conpensated individual, was hospitalized for surgery and incurred
medi cal expenses of $4,500 which were reinbursed to D under the plan
During that plan year the Corporation P nedical plan paid $50,000 in
benefits under the plan, $30,000 of which constituted benefits paid to
hi ghly conmpensat ed i ndi vi duals. The anpunt of excess rei mbursenment not
excl udabl e by D under section 105(b) is $2, 700:

[ GRAPHI C] [TIFF OM TTED] TC14N091.173

Exampl e (5). Corporation Q maintains a self-insured nedica
rei mbursenment plan for its enpl oyees. The plan provides a broad range of
medi cal benefits subject to reinbursement for participants. However
only the five highest paid officers are entitled to dental benefits. In
addition, the plan fails the eligibility test of section 105(h)(3)(A)
and thereby discrimnates as to eligibility. During the cal endar 1981
pl an year, Enployee E, a highly conpensated individual, received denta
benefits under the plan in the anpbunt of $300, and no other enpl oyee
recei ved dental benefits. In addition, Enployee E was hospitalized for
surgery and incurred nmedi cal expenses, reinmbursenment for which was
available to all participants, of $4,500 which were reinbursed to E
under the plan. Because dental benefits are only provided for highly
conpensat ed individuals, Enployee E received an excess reinmbursenent
under paragraph (e)(2) above in the ampbunt of $300. For the 1981 plan
year, the Corporation Q nedical plan paid $50,300 in total benefits
under the plan, $30,300 of which constituted benefits paid to highly
conpensated individuals. In conputing the fraction under paragraph
(e)(3), discrimnatory benefits described in paragraph (e)(2) are not
taken into account. Therefore, the ampunt of excess reinmbursenent not
excludabl e to Enployee E with respect to the $4,500 of nedical expenses
incurred is $2,700:

[ GRAPHI C] [TIFF OM TTED] TC14NO91. 174

and the total anount of excess reinmbursements includable in E' s income
for 1981 is $3,000.
Exanmple (6). (i) Corporation R maintains a cal endar year self-

i nsured medi cal reinbursement plan which covers all enployees. The type
of benefits subject to reinbursenment under the plan include all nedica
care expenses as defined in section 213(e). The ampunt of reinbursenent
avail abl e to any enployee for any cal endar year is limted to 5 percent
of the conpensation paid to each enpl oyee during the cal endar year. The
anount of conpensation and rei nbursenent
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paid to Enpl oyees A-F for the cal endar year is as foll ows:

Rei mbur sabl e

Empl oyee Conpensati on anount paid
A $100, 000 $5, 000
B. 25,000 1, 250

e 15, 000 750



E. 10, 000 500
Feo 8, 000 400
8,400

(ii) Because the amobunt of benefits subject to rei nbursenent under
the plan is in proportion to enpl oyee conpensation the plan
discrimnates as to benefits. In addition, Enployees A and B are highly
conpensat ed i ndividuals. The anmpunt of excess reinbursement paid
Enpl oyees A and B during the plan year will be determ ned under
par agraph (e)(2). Because benefits in excess of $400 (Enployee F's
maxi mum benefit) are provided for highly conpensated individuals and not
for all other participants, Enployees A and B received, respectively, an
excess rei mbursement of $4,600 and $850.

(f) Certain controlled groups. For purposes of applying the
provi si ons of section 105(h) and this section, all enpl oyees who are
treated as enployed by a single enployer under section 414 (b) and (c),
and the regul ations thereunder (relating to special rules for qualified
pension, profit-sharing and stock bonus plans), shall be treated as
enpl oyed by a single enployer

(g) Exception for medical diagnostic procedures--(1) In general. For
pur poses of applying section 105(h) and this section, reinbursenents
pai d under a plan for medical diagnostic procedures for an enpl oyee, but
not a dependent, are not considered to be a part of a plan described in
this section. The nedical diagnostic procedures include routine nedica
exam nations, blood tests, and X-rays. Such procedures do not include
expenses incurred for the treatment, cure or testing of a known illness
or disability, or treatnent or testing for a physical injury, conplaint
or specific synptom of a bodily mal function. For exanple, a routine
dental examination with X-rays is a medical diagnostic procedure, but X-
rays and treatnent for a specific conplaint are not. In addition, such
procedures do not include any activity undertaken for exercise, fitness,
nutrition, recreation, or the general inproverment of health unless they
are for nmedical care as defined in section 213(e). The diagnostic
procedures nust be performed at a facility which provides no services
(directly or indirectly) other than nedical, and ancillary, services.
For purposes of the precedi ng sentence, physical proximty between a
medi cal facility and nonmedical facilities will not for that reason
al one cause the nmedical facility not to qualify. For exanple, an
enpl oyee' s annual physical exanm nation conducted at the enpl oyee's
personal physician's office is not considered a part of the nedica
rei mbursenent plan and therefore is not subject to the nondiscrimnation
requi renents. Accordingly, the anount reinbursed may be excludable from
the enmpl oyee's inconme if the requirenments of section 105(b) are
sati sfi ed.

(2) Transportation, etc. expenses. Transportation expenses primarily
for an all owabl e di agnostic procedure are included within the exception
described in this paragraph, but only to the extent they are ordinary
and necessary. Transportation undertaken nerely for the genera
i mprovenent of health, or in connection with a vacation, is not within
the scope of this exception, nor are any incidental expenses for food or
| odgi ng; therefore, anmpounts rei mbursed for such expenses nay be excess
rei mbursenents under paragraph (e).

(h) Time of inclusion. Excess reinbursments (determn ned under
par agraph (e)) paid to a highly conpensated individual for a plan year



wi |l be considered as received in the taxable year of the individual in
which (or with which) the plan year ends. The particular plan year to
whi ch rei mbursenments relate shall be determ ned under the plan
provisions. In the absence of plan provisions reinbursenents shall be
attributed to the plan year in which payment is made. For exampl e, under
a cal endar year plan an excess reinbursenment paid to Ain 1981 on
account of an expense incurred and subject to reinbursenent for the 1980
pl an year under the terns of the plan will be considered as received in
1980 by A

(i) Self-insured contributory plan. A nedical plan subject to this
section may provide for enployer and enpl oyee contributions. See
Sec. 1.105-1(c). The tax treatnent of reinbursenents attributable to
enpl oyee contributions is determ ned under section 104(a)(3). The tax
treatnment of reinmbursements attributable to enployer contributions is
determ ned under section 105. The amount of reinbursenments which are
attributable to contributions of the enployer shall be determned in
accordance with Sec. 1.105-1(e).

(j) Effective date. Section 105(h) and this section are effective
for taxable years beginning after Decenber 31, 1979 and for amounts
rei mbursed after Decenber 31, 1979. In determ ning plan discrimnation
and the taxability of excess reinbursenents made for a plan year
begi nning in 1979 and ending in 1980, a plan's eligibility and benefit
requi rements as well as actual reinbursenents made in the plan year
during 1979, will not be taken into account. In addition, this section
does not apply to expenses which are incurred in 1979 and paid in 1980.

(k) Special rules--(1) Relation to cafeteria plans. If a self-
i nsured nmedi cal reinbursenment plan is included in a cafeteria plan as
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described in section 125, the rules of this section will determ ne the
status of a benefit as a taxable or nontaxable benefit, and the rul es of

section 125 will determ ne whether an enployee is taxed as though he
el ected all avail abl e taxable benefits (including taxable benefits under
a discrimnatory nmedical reinbursenent plan). This rule is illustrated

by the foll ow ng exanpl e:

Exanpl e. Corporation M maintains a cafeteria plan described in
section 125. Under the plan an officer of the corporation may elect to
recei ve nmedi cal benefits provided by a self-insured nedical
rei mbursenment plan which is subject to the rules of this section
However, the self-insured nedical reinbursement plan fails the
nondi scri m nati on rules under paragraph (c) of this section
Accordi ngly, the anpunt of excess reinbursenent is taxable to the
of ficer participating in the nmedical reinbursement plan pursuant to
section 105(h) and this section. Therefore, the self-insured nmedica
rei mbursenment plan will be considered a taxable benefit under section
125 and the regul ati ons thereunder

(2) Benefit subject to reinmbursenent. For purposes of this section
a benefit subject to reinbursenent is a benefit described in the plan
under which a claimfor reinbursement or for a paynent directly to the
heal th service provider may be filed by a plan participant. It does not
refer to actual clainms or benefit reinmbursenments paid under a plan

[T.D. 7754, 46 FR 3505, Jan. 15, 1981]






